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SUMMARY AND EDITORIAL
ERIC FRUITS
Editor and Oregon Association of Realtors Faculty Fellow
Portland State University

This issue of the Quarterly wraps up our 10th year of publication. Over the years,
the report has provided one-of-a-kind research and analysis of Oregon’s real estate
markets. Through the generous contributions of our sponsors, the Quarterly now
supports four student fellows who provide in-depth reviews of single family, multifamily, and commercial real estate. Former fellows have entered into the real estate
profession and many are now successfully contributing to the industry.
Mackenzie Kisiel, a recent graduate from the Masters in Real Estate Development program, looks at rent control in Portland. The recent elections put politicians
in place who have promised to make the imposition of rent control a top policy priority. Ms. Kisiel offers some recommendations to limit the damage of rent control on
property owners and prospective tenants.
In a departure from our typical economy report, Andrew Crampton surveys the
real estate vitality of the 30 largest metro regions in the United States. Coastal and
Sunbelt cities with low labor and land costs provide the highest development potential while struggling markets tend to be located in the Midwest and suffer from legacy costs, limited access to capital and limited infrastructure development.
■ Eric Fruits, Ph.D. is editor of the Center for Real Estate Quarterly Report and
the Oregon Association of Realtors Faculty Fellow at Portland State University. He
is president and chief economist at Economics International Corp., a Portland-based
consulting firm. Any errors or omissions are the author’s responsibility. Any opinions expressed are those of the author solely and do not represent the opinions of
any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4. Fall 2016
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Portland’s residential market trends in the third quarter of 2016 were largely
a continuation of the strong trends seen earlier this year. The active summer home
buying season continued to maintain high transaction volumes, modest upticks in
sales prices and declines in average days on market in most markets. In Portland’s
multifamily market, rent growth appears to be slowing as new construction adds
much-needed supply.
Portland’s office market appears to have a healthy development pipeline in
which a balance may soon be struck between supply and demand—especially with
nine new projects expected to be added to the pipeline. Portland’s suburban market
had its eighth consecutive quarter with positive net absorption, indicating strength
of the entire Portland market.
Portland’s industrial market continues at a strong pace, reflecting strong employment growth coupled with limited supply. As a result, net absorption has remained strong, even while facing rising rents. Large developable parcels tend to be
delivered at the fringe of the urban growth boundary with smaller projects delivered
in closer-in areas.
The Portland retail market continued to show strength with a steady decline in
vacancy rates and growth in rents. Portland vacancy rates are currently 4.1 percent.
In contrast, the U.S. average vacancy rate is currently 7.4 percent.
I hope you enjoy this latest issue of the Center for Real Estate Quarterly Report
and find it useful. The Report is grateful to the Oregon Association of Realtors,
RMLS, and Society of Industrial and Office Realtors for their continued support. n

CAN RENT CONTROL AND RENT STABILIZATION
SOLVE PORTLAND’S HOUSING AFFORDABILITY
PROBLEM?
MACKENZIE KISIEL
Portland State University

If you’ve picked up a local paper recently, you are aware that calls for rent control
are increasing, and the issue has gone from fringe to mainstream. Stories covering
rent control usually start with an emotional anecdote that leads to the ultimate
conclusion that controlling rent is the only way to stop greedy landlords. Opponents
strike back with dismissive comments signaling that their counterparts don’t
understand basic rules of supply and demand. The debate has certainly been lively,
but not always constructive.
The point that these knee-jerk reactions miss is that—in its modern form—rent
control is a series of complicated regulations that yield complicated results. It is
nuanced and context-specific, and any evaluation of its merits should be treated as
such. What follows is such an assessment: an objective review of the primary issues
that have arisen as a result of rent control, an exploration of how policies have
adapted to overcome these challenges and how successful they have been, and a look
at how such policies might apply in Portland.
But first, let’s establish why we are having this conversation at all.

■ Mackenzie Kisiel is a recent graduate of the Master of Real Estate Development
program at Portland State University. Any errors or omissions are the author’s responsibility. Any opinions expressed are those of the author solely and do not represent the opinions of any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4. Fall 2016
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THE HOUSING CRISIS AND RENT CONTROL
Calls for rent control have emerged from a very real housing affordability crisis in
Portland, and understanding the current crisis is central to understanding how rent
control might function in Portland. Between 2000 and 2015, Portland grew by
100,000 residents, a nearly 20 percent increase in population over just 15 years. This
rapid expansion is primarily the product of in-migration. For the last three years,
Oregon has earned the title of number one destination for movers, according the
United National Movers study. And, according to Metro’s forecasting, the trend is
likely to continue. Specifically, Metro expects the Portland region to add 400,000
people by 2035.
During this same period of in-migration, the Great Recession hit, and new
housing starts slowed to a trickle. Despite the many cranes in the sky, Portland has
yet to catch up on the backlog of needed new units. The graph below tells how this
story has played out in Multnomah County by illustrating the gap that has grown
between population and housing since 2005.

Portland’s homeownership rate is 53 percent, which lags behind the national
average for homeownership, but is comparable to other metro areas of similar size.
This means that a lot of people are renters, and subject to the whims of the rental
market. With the added population and few new units to competitively drive down
prices, vacancy rates have declined over time, and rents have skyrocketed. According
to AxioMetrics, annual rent growth in Portland in 2015 was more than 14 percent,
making it the number one metropolitan area for rent growth for several months
running. Since the 2008 recession, AxioMetrics estimates effective rent growth to be
over 35 percent.
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Rent growth would not be such a big deal if it were paired with corresponding
wage growth. On the one hand, Portland has added many jobs, and average wages
have steadily increased as high-earning jobs have been added to the market. On the
other hand, wage growth has not been evenly distributed—middle-income earners in
particular have experienced little job growth and little wage growth.

The result has been that rental rates are unaffordable for a large portion of the
population. According to HUD Comprehensive Housing Affordability Strategy data,
just under 50 percent of Portland renters were cost burdened in 2012, meaning that
half of the renting population spent more than 30 percent of income on housing.
Unsurprisingly, this burden falls largely on low-income households.
Anecdotally, and from a variety of sources including homeless providers and
media reports, evictions seem to be up, and many have charged that this is
increasing the homeless population. Empirically, these anecdotes are not supported
with data—at least not yet. There is no reliable comprehensive data on evictions,
although the Community Alliance of Tenants reports an increase of callers reporting
eviction to their hotline. According to A Home For Everyone, point in time homeless
counts between 2013 and 2015 are unchanged in the aggregate.
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It is against this background that rent control is being discussed actively. Stated
plainly, the problem is that rents are increasing rapidly and wages are not following
suit, whatever the outside causes may be. It is argued that rent control is designed
to stop rents from rising, thereby attacking one side of this equation.
A pre-emptive statewide ban on rent control has been in effect since 1985.
Importantly, the state ban includes a provision for localities to impose a temporary
rent control in the event that a “natural or man-made disaster that materially
eliminates a significant portion of the rental housing supply.” Many feel that
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Portland is at that point given the figures laid out above. In October of 2015, The
Portland City Council declared a housing emergency, leading many to wonder why
temporary rent control hasn’t already gone into effect. At the state level, calls to
remove the ban have also become increasingly frequent, with House Speaker Tina
Kotek recently pledging to introduce legislation in the 2017 session that would both
repeal the ban, and place restrictions on rental rate increases.

RENT CONTROL VERSUS RENT STABILIZATION
There is a misunderstanding among many as to what constitutes rent control. In its
purest form, rent control is a freeze on rents. Economists often refer to this type of
rent control as “hard”, “pure”, or sometimes “first generation” rent control. It is this
hard form of rent control that is—almost unequivocally—bad. On this point, a wellknown survey from 1990 revealed that over 90 percent of economists agree that rent
control decreases the quantity and quality of rental housing in the controlled area.
Here’s why. When rent control is imposed, a price ceiling is created that
artificially lowers the price that landlords can charge for rent. The amount of
housing supplied will drop in reaction as property owners see smaller incomes from
renting out units. The price ceiling will also increase the amount of housing
demanded for the lower priced units. The result is a shortage of units where the
quantity demanded exceeds the quantity supplied. Those who are able to obtain a
unit will benefit from a lower rental rate, but this benefit will be offset to some
degree by a deterioration of units as landlords have less incentive to invest money in
maintenance, and have a decreased ability to move easily from one unit to another
in the tight market. In addition, those who are unable to find housing because of the
shortage will be worse off under such a system of rent control.
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In modeling hard rent control, it is easy to see how this would function. More
importantly, empirical analyses of rent control also bear out these consequences.
Studies agree that in areas with hard rent control, the following happens:
1.

Developers stop building housing, as their ability to recuperate costs is
reduced.

2.

Existing landlords convert their housing stock from rental (e.g.,
apartments) to ownership (e.g., condominiums) or to commercial uses. #1
and #2 together lead to a housing shortage.

3.

Housing stock deteriorates as landlords have less money and less
incentive to reinvest in their properties.

Interestingly, the legislative text in Oregon’s ban repeats these findings: “The
Legislative Assembly also finds that the imposition of general restrictions on
housing rents will disrupt an orderly housing market, increase deferred
maintenance of existing housing stock, lead to abandonment of existing rental units
and create a property tax shift from rental-owned to owner-occupied housing.” While
these impacts are by no means the only issues with rent control, they are among the
most frequently cited.
Hard rent controls were first introduced in the United States during World
War II to control for inflation. The controls were eventually lifted, except in New
York City, which has continued a complicated and bifurcated system of rent
control—some of which is still hard rent control—to this day. Then in the 1970s, a
new generation of rent control was imposed in parts of Massachusetts, New Jersey,
Connecticut, New York State, and Washington DC. In reaction to the problems with
hard rent control, these policies included provisions for rent increases, as well as a
bundle of regulations on maintenance, conversion of units, and tenant protections.
These policies are referred to as “second generation” or “soft” rent controls, or simply
“rent stabilization.”
Have these policies significantly curbed the negative impacts of rent control?
Under what conditions and in what context? The next sections will examine each of
the main objections to rent control, consider the empirical evidence, and extrapolate
the issues to our Portland context.

RENT CONTROL IMPACT 1: BUILDERS STOP BUILDING
Developers make decisions on whether to build based on a wide variety of different
reasons and market forces. Still, the impact of hard rent control cannot be
understated. Developers rely on increases over time to keep costs and income in
balance, and without the ability to increase income, the financial equation often
won’t pencil out. When it does, it is usually because the developer has padded his or
her pro forma with heavy rents to hedge against the inability to increase in the
future. Further, developers are willing to take on the risk of downturns because
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windfall profits can be made in a good market. Without this upside, the risk-reward
equation changes significantly.
In order to curb this negative impact, rent stabilization policies take several
approaches. The most important among these is that rent stabilization policies (and,
actually, some hard rent control policies too) exempt new units from rent control
entirely. Most advocates believe that this provision alone should end the debate
entirely as to whether rent control impacts new supply. Unfortunately, the evidence
says otherwise. The problem is that once a policy goes into place, there is little to
prevent the passage of new regulations that would bring new units under rent
control. Debt financiers, in particular, do not like such regulatory risk. There are
many markets without this risk, so builders will tend to just build elsewhere.
In New Jersey, state law guarantees no rent control for at least 30 years, and
contracts are made with developers to provide further assurance of the same. One
comprehensive study of 76 New Jersey cities over 30 years found that rent control
had negligible impact on new supply. This suggests that additional assurance may
help to curb negative impacts on new supply; however, as the study did not look at
other states, the evidence here is not conclusive.
Further, some economists have theorized that the marked impact that rent
stabilization has on supply is not just a function of regulatory risk, but a question of
demand. Generally, developers build not (just) based on projected increases in
population, but under the assumption that their new product will be able to lure
tenants from existing buildings. In cities with declining populations and high
vacancies, it’s the only reason new housing is built at all. In a rent stabilized
economy, the market advantage of a new complex is minimized as it cannot compete
on price. However, in a rapidly growing location like Portland, with an affluent inmigration that is anticipated to continue, this calculation should have less of an
impact.
Exempting new housing from rent control is not the only policy designed to
mitigate the impact on builders: rent stabilization policies usually include a suite of
regulations designed to ensure developers a better rate of return and give some
assurance that even if new projects become rent controlled, the impact will be small.
A central tenet of rent stabilization policies is that rent is not held constant. Rent
increases can be tied to inflation, or, more commonly, a governing body is appointed
that decides on year-over-year increases in rent based on a market assessment,
inflation, municipal needs, and providing landlords with a “reasonable” rate of
return. This varies widely between municipalities: in Los Angeles, for example, rent
increases are between 3 percent and 8 percent each year, whereas in Berkeley, rents
are capped at 65 percent of inflation, allowing for only tiny increases each year.
Many policies also have cost pass-through provisions which allow landlords to apply
for rent increases in order to cover costs of on-site capital improvements. Too,
jurisdictions with rent stabilization often allow landlords to apply for hardship
provisions that will allow for rent increases if cash flow problems arise. Vacancy
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decontrol is another common policy, wherein rents may increase to market rate
when a tenant vacates.
Most of the above does little to provide certainty for the developer: what the
governing body considers a reasonable rate of return is unlikely to match what a
developer thinks is “reasonable”, not to mention that the process is liable to become
highly politicized, and not necessarily in favor of development. The headache of
going through a rent control board in order to be able to make a “fair return” is lessthan-enticing.
Vacancy decontrol, while equally uncertain, has a larger upside for private
landlords as rents can jump to market rates when tenants vacate. In 1997,
California State passed a law requiring that all municipal rent control ordinances
include a vacancy decontrol provision. Prior to the passage of this bill, Santa Monica,
Berkeley, West Hollywood and East Palo Alto had vacancy control, providing an
excellent opportunity to study the impacts of vacancy decontrol. Empirical evidence
from the four areas suggests that vacancy decontrol had a positive impact on the
amount of new housing being produced.
Yet vacancy decontrol may have unintended consequences. Firstly, as the same
four-municipality study shows, aggregate rents go up in the area, lessening the
impact of rent control. Whether this is good or bad depends on one’s perspective.
Vacancy decontrol also provides an incentive for landlords to evict, although that
particular issue has not been studied. Some have also posited that vacancy decontrol
increases real estate speculation, which drives up land values and ultimately home
prices. Here, too, empirical evidence is limited.
In sum, rent stabilization policies appear to have less impact on new supply of
housing--albeit not dramatically—than hard rent control. Still, Portland’s need for
additional housing is dire, which makes any small impact on new supply concerning.
One additional important local context to consider is the impact of Portland’s
urban growth boundary (UGB). If, as many contend, the urban growth boundary
constrains the supply of housing by limiting the availability of land, and rent control
further limits new supply, then it stands to reason that layering regulations will
deteriorate the supply of new housing further. Equally troubling is the limitation
placed on housing density due to exclusionary zoning practices, particularly in the
central core where demand is strongest. The map below shows the extent of single
family zoning in yellow within Portland.
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While no other jurisdictions with rent stabilization have a UGB, some places do
have other policies designed to control growth. The California Bay Area, for
example, has exclusionary zoning policies, large lot requirements, height restrictions
in what should be dense parts of town, and impact fees that are high enough to act
as a growth deterrent. Analyzing rent stabilization in the Bay area is notoriously
difficult due to countless regulations, unparalleled market demand, and relentless
NIMBYism. Nevertheless, studies of the area that attempt to control for these
variables are not favorable. San Francisco’s housing production is just over
50 percent of what it needs to be to meet population demand.
Many uneasy comparisons have been made between Portland and San Francisco:
rocketing rents, tight housing market, high in-migration, and supply limitation. It is
important to note that Metro contends that its models show that within the UGB,
and under current zoning, there is room for 400,000 more units to be built, 118,000
of which would be single family homes. Limiting the urban area also equates to
smaller travel costs, which are a major affordability factor.

RENT CONTROL IMPACT 2: RENTAL UNITS CONVERT
As the benefits of owning an apartment complex are reduced or eliminated, owners
will find other uses for their buildings by converting to ownership status, or
retrofitting to an entirely different use like commercial.
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The policies described in the last section that “loosen” rent control to allow for a
larger return can also work to dissuade landlords from converting units. More to the
point, most jurisdictions with rent stabilization also apply restrictions designed to
prevent this conversion process. Most commonly, anti-condominium conversion laws
are put in place. These types of policies might require landlords seeking to convert
apartments to obtain sign-off by all tenants, approval of the rent control board, and
give heavy monetary relocation assistance for displaced tenants. The laws certainly
have a chilling effect on conversions, but they also are notoriously flawed with
loopholes. In California, strong condominium conversion laws are counteracted by
the Ellis Act, which guarantee the right of landlords to “go out of business.” Thus,
landlords will evict tenants, go out of business, and re-incorporate under a
condominium or commercial scheme.
Traditionally, Portland has not been a very strong condominium market, and
very few new condominium buildings have been built since the recession. At present,
condominiums are selling at a quicker rate, and at increasingly higher sale prices
(see graph below). This healthy market provides an incentive for conversion of
apartments to condominiums in the event that rent control makes apartments less
attractive.

Another component of many rent stabilization policies is an exemption of single
family homes or smaller complexes under a certain size. In California, for example,
state law mandates that single family homes be exempt, and the District of
Columbia exempts any buildings with five units or less. Relatedly, condominium
conversion laws usually only apply to buildings over a certain amount of units. In
San Francisco, for example, condominium conversion laws only apply to complexes
with 5 or more units.
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In Portland, the exemption of smaller units bears particular scrutiny, as the
majority of renters live in single family and “middle” housing of less than 5 units. As
the adjacent chart describes, over one-third of renters reside in single family
residences. And, Metro forecasts that—despite the many high-rises currently
popping up around town—single family housing will still continue to dominate the
region. A national study from the Joint Center for Housing Studies of Harvard
University noted that from 2005-2015, “conversions of single-family homes from
owner-occupancy and other uses accounted for the lion’s share of growth” within the
rental sector, but that “growth in the number of single-family rentals appears to
have slowed as house prices have rebounded, reducing the financial incentive that
lured investors of all sizes into this market.” In Portland, an area that recently
ranked first in the country for most rapidly inflating housing prices according to the
S&P/Case-Schiller Home Price Indices, this statement is particularly alarming.
There is already plenty of incentive to turn housing stock from rental to ownership;
a price ceiling on rents could easily tip the scale.

RENT CONTROL IMPACT 3: HOUSING STOCK DETERIORATES
Under a rent freeze, there is little incentive for a landlord to improve housing stock
since there is no monetary benefit for the landlord in the form of rent increases.
Further, as inflation pushes maintenance costs up, but rents stay the same,
eventually the landlord’s operational costs will exceed rents, inducing corner-cutting
on regular maintenance to avoid further losses. In extreme cases, a deterioration of
units could lead to abandonment.
In a rent stabilization situation, better returns will be realized—theoretically—
and therefore the disincentive should be lessened. Once again, any of the policies
that soften the impact of rent control and allow for higher returns will impact
housing stock deterioration. Vacancy decontrol is particularly geared towards the
maintenance issue, with the rationale being that a landlord will at least update
units and increase maintenance when a new market-rate tenant can be attracted. In
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addition, municipalities generally use a carrot and stick approach to
incentivize/force appropriate maintenance of rental units. As a carrot, most
jurisdictions allow landlords to apply for pass-through of maintenance expenses. The
associated stick is stepped-up code enforcement to ensure buildings are complying
with building, health and sanitary codes. Too, there is often a boosting of tenant
protections against retaliation and no-cause evictions to reduce tenants’ fear of
reporting overdue maintenance issues.
The literature on the impacts of rent stabilization policies on housing
maintenance is generally not favorable, however. Empirical studies on the issue
have generally revealed a statistically significant deterioration in quality of rental
stock, although it should be noted that such studies generally rely on housing data
rather than information on direct maintenance expenses. A study published in the
Journal of Urban Economics considered the impact of ending rent control in
Cambridge, Boston and Brookline, Massachusetts, which had policies in place from
the early 1970s until 1995. The results reveal a significant difference between
housing quality, particularly items of physical damage, during and after rent
control.
The bureaucratic process of the rent board is a significant factor here. A long and
arduous application and decision process will significantly discourage landlords from
going through the maintenance pass-through process. Cambridge, for example,
reported a median adjudication time of 171 days in 1988-1999 for fair operating cost
increase cases. In theoretical models economists have demonstrated that if the
incentive and disincentive are large enough, no impact would be expected on
maintenance issues.

The current quality of rental housing in Portland is best catalogued by the
National Housing Survey. This survey, undertaken by the Census, measures
housing quality in metropolitan areas across the country. In Portland, only
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1.3 percent of housing units qualify as having severe physical problems, and only
1.8 percent are categorized as having moderate physical problems. This is both lower
than, and comparable to, other metropolitan areas. Of greater concern, 43.5 percent
of survey respondents reported “any problem”, which is higher than the national
average of 39.8 percent. Anecdotally, tenant advocacy organizations believe this is a
bigger problem than reported, and the City of Portland has prioritized housing code
compliance to address what it perceives as an important issue. Still, the point here is
that Portland’s housing does not appear to be significantly deteriorated. If it were,
the maintenance issue caused by rent control would pose a significantly larger
threat.

THE ALTERNATIVE TO RENT STABILIZATION
Rent stabilization policies mitigate some of the negative impacts of hard rent
control, but not all of them. In particular, possible impacts on new and existing
supply are problematic given the clear need for additional units. The alternative to
rent control is to build more subsidized units—for which there is simply not enough
allocated money—or to wait for supply to catch up to demand, and for natural effects
of housing “filtering” to produce more affordable units. Filtering is the process that
occurs as housing stock originally built for higher income individuals ages and
deteriorates. Higher income households with the means to move on do so, and the
now-older stock is rented to people with more modest incomes. The majority of socalled affordable housing stock in the United States has gone through this filtering
process.
How long does it take for supply to drive down prices? A 2014 study by economist
Stuart Rosenthal in the American Economic Review suggests that national filtering
rates for rental housing are between 1.8 and 2.5 percent per year. The lower of the
two rates represents housing filtering in areas with high housing inflation, and the
higher of the two rates (2.5 percent) represents the average filtering rate in areas
with very low housing inflation. In Portland, where housing is inflating rapidly,
Rosenthal’s model would predict a 1.8 percent filtering rate per year. Over the short
term, this figure is disappointing. Over a ten year span, the model predicts a
15 percent reduction in rent, which is much more encouraging. The below table
shows the impact of Rosenthal’s model on an average 2 bedroom 2 bathroom unit in
the Portland-Vancouver MSA, as measured by Multifamily NW. Come year ten,
housing would be priced at an effective $180 per month less than when stock was
new. While year two decreases ($20) may be unimpressive, in year ten, $180
represents a significant impact on a family’s budget.
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Rosenthal’s model does little to account, however, for Portland’s current
situation, where rapid in-migration combined with an already tight housing market
has meant that wealthier newcomers are snatching even some of the less desirable
housing stock. Neither, of course, does it address the urban growth boundary and
what impact that may be having on supply limitations and natural filtering. It also
does not account for the housing boom that Portland is currently experiencing,
which might, conversely, offset the former impacts.
Still, if we take Rosenthal’s estimates at face value, the question then becomes:
do we have ten years to wait for rents to decrease? Housing advocates would answer
a resounding no, as likely would anyone who has tried to apartment hunt in the
Portland market within the last year. If the answer is no, then relief in the form of
rent stabilization might be warranted. However, to the extent that rent control
limits supply by slowing construction and increasing conversion to ownership or
commercial, placing ceilings on rents will exacerbate the situation in the long run.

CONCLUSION
This report is by no means exhaustive of all the possible issues, unintended
consequences and benefits that could result from rent stabilization. It has
endeavored to take on the most common critiques of rent control, see what the data
reveals when regulatory policies to assuage these consequences are applied, and to
infer how the Portland market might react. Reverse engineering these critiques,
some recommendations for crafting a rent stabilization policy in Portland might
include the following.
1. New apartments should be exempted from rent control. This is the best way
to limit the impact of rent control on new supply, which is direly needed. As
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noted above, exempting new builds from rent control will not eliminate the
risk for developers, and some impact on supply is still to be expected. To
further curb this negative impact, Portland might consider giving a
guarantee to developers in the manner that New Jersey has done.
2. Exempting single family and middle housing from rent control should be
carefully considered. On the one hand, more than half of renters live in single
family or small multifamily units, and surely deserve the same protections as
their counterparts in large apartment complexes. On the other hand, the
conversion of single family (34 percent of the rental market) and, to a less
extent, middle housing, is a very real concern in the Portland market.
3. Provisions should be made that would allow landlords to apply for cost passthroughs for maintenance expenditures and hardship. This will not eliminate
the issue of unit deterioration and maintenance deferrals, but it will at least
mitigate some of the most egregious consequences.
4. Vacancy decontrol is a popular rent stabilization tool and a powerful way to
allow landlords to recoup costs, but has a number of negative consequences
that should be further explored, as noted above.
5. Any rent control policies will need to be met with an adequate government
structure to deal with the impacts of rent control, and a recognition that this
structure will not come without a price tag. In particular, if unit maintenance
is to be upheld at appropriate levels, code enforcement will need to be
significantly increased. Portland has already struggled with increasing
enforcement to levels that tenant advocates are comfortable with.
Adjudication boards will also need to be strengthened to readily deal with
landlord-tenant disputes. And, an adequate staff must be maintained to
review any pass-throughs allowed by the law. A bureaucracy that is too slow
and immobile to address the needs of a nimble rent stabilization policy will
have immobilizing effects similar to hard rent control.
While evidence on the impacts of rent stabilization is weaker in some areas than
others, overall it appears that risks of rent stabilization outweigh the benefits. Yet,
much of that cost-benefit analysis will depend on an area’s priorities, principles, and
choices about who the winners and losers in society should be. If Portland decides to
adopt rent stabilization, a carefully crafted, nuanced, and context-specific policy is
needed to mediate as many of the negative consequences of rent control as
possible. n

RANKING OF TOP 30 REAL ESTATE MARKETS
ANDREW CRAMPTON
Portland State University

As economic markets continue to stabilize coming out of the economic recession, an
analysis of their economic strength become increasingly important. The following is
a ranking of the real estate vitality of the 30 largest metro regions in the United
States. The rankings were compiled based on average four-year annual employment
growth, four-year GDP growth, the 2017 Urban Land Institute focus group market
rankings, and the Emerging Trends Homebuilding prospects rankings. The Urban
Land Institute market rankings were compiled based on 500 in-person interviews
and 1,500 surveys of real estate professionals in cities throughout the county. The
industry experts contributed their knowledge and insight for each impacted market
to create a ranking of each metro area based on local market participants’ opinions
on strength of local economy, investor demand, capital availability, development and
redevelopment opportunities, public/private investments, and local development
community. The homebuilder prospects rankings are based on local expert
confidence in future homebuilding potential for each impacted market.
Rankings are intended to reflect overall vitality of the real estate investment
sectors, and are not intended as judgements on the quality of life in those locations.
These rankings are experimental, and any suggestions for improvement are
welcomed. Each factor was given equal weight in the ranking system.
1. Dallas: Dallas ranks as the top market for real estate due to strong rankings in
employment growth, GDP and the top ranked market in the ULI Emerging Trends
■ Andrew Crampton is a Master of Real Estate Development candidate and has been
awarded the Center for Real Estate Fellowship. Any errors or omissions are the
author’s responsibility. Any opinions expressed are those of the author solely and do
not represent the opinions of any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4. Fall 2016
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2017 Survey. The Dallas/Fort Worth area has business-friendly taxation, strong
employment growth, and plenty of available development ready land. The economy
continues to diversify with growing medical and technology sectors.
2. Portland: strong economic and job growth has propelled the market to near the
top of the ULI Emerging Trends Report. Increased manufacturing growth due to a
positive global trade market combined with relatively affordable housing prices
within the West Coast context has fueled unprecedented investor confidence.
Looming concerns about industrial land availability could inhibit future growth in
the market.
3. Riverside: an affordable tech and industial market compared to other large West
Coast cities. Firms can take advantage of lower costs and educated workforce while
still being able to access the Los Angeles and Long Beach ports. The region has
benefitted from increased diversity and employment growth and is becoming
increasingly urbanized.
4. Denver: The Denver market has consistently strong performances in employment
growth, GDP and investor confidence. The Mountain West’s largest city is uniquely
positioned for technology expansion and utilizes strong banking and financial
support services. Lingering concern exists with the declining oil and gas industry,
however Denver has absorbed most of the layoffs back into the economy.

TOP 30 REAL ESTATE MARKETS

CRAMPTON

22

ULI Overall Real Estate Prospects
Investment
Dallas-Fort Worth, TX (1)
Portland, OR (2)
SeaDle-Tacoma, WA (3)
Los Angeles, CA (4)
Riverside, CA (5)
CharloDe, NC (6)
Denver, CO (7)
Bay Area, CA (8)
Boston, MA (9)
New York, NY (10)
Atlanta, GA (11)
Tampa, FL (12)
Chicago, IL (13)
Phoenix, AZ (14)
Orlando, FL (15)
San Diego, CA (16)
Washington, DC (17)
Miami, FL (18)
Philadelphia, PA (19)
PiDsburgh, PA (20)
San Antonio, TX (21)
Bal[more, MD (22)
Minneapolis, MN (23)
Houston, TX (24)
Cincinna[, OH (25)
Sacramento, CA (26)
Kansas City, MO-KS (27)
Detroit, MI (28)
St. Louis, MO-IL (29)
Las Vegas, NV (30)

3.78
3.69
3.77
3.71
3.73
3.65
3.64
3.7
3.67
3.75
3.66
3.52
3.59
3.58
3.49
3.52
3.55
3.51
3.53
3.42
3.36
3.33
3.24
3.04
2.74
2.57
2.63
2.63
2.44
2.36

Development
3.52
3.59
3.49
3.52
3.45
3.52
3.52
3.45
3.44
3.34
3.42
3.41
3.33
3.31
3.37
3.31
3.25
3.27
3.23
3.28
3.22
3.06
2.93
2.47
2.64
2.49
2.37
2.35
2.41
2.18

Figure 1: ULI 2017 Emerging Trends Overall Real Estate Prospects
5. Tampa experienced strong employment and GDP growth, finishing in the top five
in each category. Tampa faces lagging perceptions of development feasibility that
will need to be aligned with high growth rates. The downtown Tampa riverfront area
has strong potential for redevelopment.
6. Los Angeles: This market has strong investor and developer outlook, ranking
high in the ULI Emerging Trends Survey, however development in the region is
diffcult due to a complicated entitlement process, keeping supply in check.
Technology continues to become a key part of the LA economy, drawing investment
from Northern California techinogy firms keen on relatively lower costs and the
market upswing.
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7. Orlando: The Orlando economy has experienced one of the strongest recoveries in
the post-recession market, with some of the highest employment and GDP growth in
the nation. Like Las Vegas, the city has benefitted from low energy costs fueling a
booming tourism market. Orlando is a key test market for food and retailers
considering national expansion.
8. Charlotte: Charlotte has been growing as a major financial hub in the
Southeastern United States. Large growth has occurred in the downtown district,
and coupled with low business costs and affordable housing options this market is
emerging as a key hub in the southeastern region.

Employment Growth Percentage Sept. 2012-2016

Denver, CO (1)
Las Vegas, NV (2)
Bay Area, CA (3)
Atlanta, GA (4)
Orlando, FL (5)
SeaDle-Tacoma, WA (6)
Miami, FL (7)
Portland, OR (8)
CharloDe, NC (9)
San Antonio, TX (10)
Sacramento, CA (11)
Tampa, FL (12)
Los Angeles, CA (13)
Phoenix, AZ (14)
San Diego, CA (15)
Dallas-Fort Worth, TX (16)
Houston, TX (17)
New York, NY (18)
Detroit, MI (19)
Boston, MA (20)
Minneapolis, MN (21)
Cincinna[, OH (22)
Kansas City, MO-KS (23)
Bal[more, MD (24)
Washington, DC (25)
Chicago, IL (26)
Philadelphia, PA (27)
St. Louis, MO-IL (28)
Riverside, CA (29)
PiDsburgh, PA (30)
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Figure 2: St. Louis Federal Reserve Bank Seasonal Adjusted Employment
9. Phoenix: has made a significant recovery from the recession housing bust by
replacing all of the jobs lost during the recession. The market is viewed as a viable
low cost alternative to high-priced California markets.
10. Seattle: The fundamentals for the Seattle market appear strong, with the third
place among the ULI investor and developer rankings. Population growth in Seattle
is projected at twice the national rate, with strong job growth and rising incomes is
projected to push household formation up in 2017. Some concerns exist about
pending cuts to aerospace production, however the technology market remains
strong.
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11. Atlanta: One of the top markets for real estate investment, Atlanta has faced
growing interest from foreign investors as regulatory hurdles have limited the
development capacity in the top three markets.

Four-Year Average Annual GDP
Growth
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San Francisco, CA
Denver, CO
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Atlanta, GA
SeaDle, WA
Minneapolis, MN
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Detroit, MI
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Bal[more, MD
Kansas City, MO
Philadelphia, PA
St. Louis, MO

Figure 3: Bureau of Economic Analysis GDP by Metro Area 2010-2015
12. San Diego: a thriving coastal market that benefits from high-amenities but
struggles with expensive land and development costs. Like most West Coast
markets, technology growth fuels a strong economy.
13. San Antonio is an affordable market for both cost of living and cost of doing
business, and has experienced relatively strong employment and GDP growth. The
market lags behind larger Texas markets for investment and development
opportunities due to smaller market size.
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14. Philadelphia: as other East Coast core markets have seen limited growth
opportunities, Philadelphia presents a lower-cost opportunity for global investors.
An educated workforce, diverse industry and growing financial sector demonstrated
a city on the rise.
15. Chicago: The urban core has benefitted from key suburban headquarter
relocations. Chicago is a lower-cost alternative compared to other major markets
located on the coasts, but is limited by national perceptions of crime and legacy
costs. The market offers a level of stability with strong infrastructure systems.
16. Miami: a desirable lifestyle is fueling strong population growth for the South
Florida city. The city is experiencing capital influx from South American countries,
but homebuilder confidence remains low due to over-development pre-recession and
limited available land and rising construction costs.
17. San Francisco Bay Area: Usually considered one of the strongest markets due
to high-access to capital and global investors, the Bay Area market will struggle
with high-costs fueling shortages in labor, housing and commercial space. Foreign
investor interest will allow the market to overcome these shortages, for the time
being.
18. Boston: Hobbled by low employment and population growth, the region has
strong fundamentals that point to growing developer confidence in future market
potential. Growing industries such as technology, financial, and academic are key
industries in the region.
19. Las Vegas: heavily weakened by an over-built residential market during the
economic downtown, the Las Vegas market has begun to emerge from the recession
due to low energy prices fueling a booming tourist market. Investors remain
skeptical however, as Las Vegas received the lowest investor confidence scores on
the ULI Investor prospects rankings.
20. Sacramento: healthy job market and population growth are fueling demand,
but supply of housing remains stagnant. Sacramento is currently the fastestgrowing rent market in the nation, with year-over-year increases of 11 percent and
occupancy rates at almost 97 percent as developers have been cautious about
expanding in a market that slowly emerged from the recession.
21. Houston: One of the strongest markets during the recession, the struggling oil
sector has severely impacted this market. Large amounts of supply added during
the period of high-oil prices has led to short-term instability as investors and
developers wait for the market to absorb excess supply.
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Homebuilding Prospects
4.2
3.7
3.2

2.2

Portland, OR (1)
Riverside, CA (2)
Tampa, FL (3)
Philadelphia, PA (3)
Dallas-Fort Worth, TX (5)
Los Angeles, CA (6)
SeaDle-Tacoma, WA (7)
CharloDe, NC (8)
Boston, MA (9)
Denver, CO (10)
Orlando, FL (11)
Atlanta, GA (12)
Washington, DC (13)
Bay Area, CA (14)
San Antonio, TX (14)
Las Vegas, NV (16)
Phoenix, AZ (17)
Chicago, IL (18)
San Diego, CA (19)
Kansas City, MO-KS (20)
PiDsburgh, PA (21)
Minneapolis, MN (22)
New York, NY (23)
Sacramento, CA (24)
Houston, TX (25)
Detroit, MI (26)
Cincinna[, OH (27)
Bal[more, MD (28)
St. Louis, MO-IL (29)
Miami, FL (30)

2.7

Figure 4: ULI Expert Survey: Homebuilding Prospects
22. New York has experienced low economic and employment growth but investor
confidence has remained high. New York is one of the few truly global markets that
benefits from global investors looking for safe havens. High costs and low
employment growth has stifled mobility into the region.
23. Washington DC: market collapsed due to the 2013 government shut-down and
looming austerity policies. Additionally, the market struggles with expensive
housing and high-cost of doing business. Increased technology firm investment in
the region’s suburbs loom as a bright spot for this market.
24. Kansas City, MO: a strong financial services market and low-cost of labor have
helped this historically struggling market that has faced low employment and GDP
growth. A limited skilled labor supply will challenge the market to meet future
growth demands.
25. St. Louis, MO: Lack of large investors and developers limits the growth of this
market, coupled with an aging demographic. Advantages include low cost of living
and strong freeway access.
26. Pittsburgh: Similar to Philadelphia, this market will present a lower-cost
alternative to major East Coast cities for investors. Development is inhibited by slow
demographic growth and legacy costs.
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27. Minneapolis: Currently the market is dominated by local participants, however
the strong university presence and organic fortune 500 presence could lead to
stronger future development potential.
28. Detroit: Showing some improvement in developer confidence, but still faces the
challenge of lingering demographic flight. The downtown has experienced some
employment gains but overall the market is still struggling to add jobs postrecession.
29. Cincinnati: Low cost of living and nascent technology provide positive future
growth opportunities for this struggling market.
30. Baltimore ranks last in both employment growth and four-year GDP growth.
Along with Washington DC, the market has struggled dueling with Federal
austerity policies, but federal job growth has slowly been rising.

LOOKING AHEAD
Coastal and sunbelt cities with low labor and land costs provide the highest
development potential. These cities have skilled labor that can meet 21st Century
technology demands.
Struggling markets tend to be located in the mid-west and suffer from legacy costs,
limited access to capital and limited infrastructure development. Major global
markets like New York and San Francisco struggle to keep up with emerging
markets that provide competitive skilled labor at lower costs. n

RESIDENTIAL MARKET ANALYSIS
ALEX JOYCE
RMLS Student Fellow
Master of Real Estate Development Candidate

Single family trends in the third quarter of 2016 were largely a continuation of the
strong trends seen last quarter. The active summer home buying season continued
to maintain high transaction volumes, modest upticks in sales prices and declines in
average days on market in most markets analyzed here.
In most markets, while transaction volume remained steady compared to last
quarter, year over year transactions generally increased slightly, indicating a
continued long term expansion. Interestingly, however, the number of transactions
in Portland declined compared to the same quarter last year – continuing a trend
observed last quarter. While it is difficult to predict the reason for this trend, it is
interesting to note that Portland’s median home sale price remained unchanged
from last quarter at $350,000. Vancouver, Bend and most counties in the Willamette
Valley experienced a slight uptick in sales price. Eugene was flat, and Salem and
Marion County saw a decline following a substantial jump last quarter. This may be
an indication a peaking of home prices in Portland, but only future observations will
confirm this as a trend.

■ Alex Joyce is a current Master of Real Estate Development candidate through a
joint program of Portland State University’s School of Business Administration and
School of Urban Studies and Planning. He is the 2015 RMLS Student Fellow at
PSU’s Center for Real Estate. Any errors or omissions are the author’s
responsibility. Any opinions expressed are those of the author solely and do not
represent the opinions of any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4. Fall 2016
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Permits for new single family homes were up 14 percent statewide, reversing the
trend from last quarter, with wide variation across the state. Portland’s permit
activity heavily influences the state figures. Portland and Bend both permitted over
20 percent more single family homes compared to last quarter, while Eugene saw a
41 percent decline and Medford a 27 percent decline compared to last quarter.
Compared to the same quarter last year, permit activity is up nearly 20 percent
statewide. Leading the pack were Bend with a 57 percent increase and Eugene with
a 70 percent increase compared to the same quarter last year.
At the time of publication, the National Association of Realtors (NAR) Third
Quarter Report was not available, but a news release from late October indicated
continued strength in the single family home market, particularly across the West
and South. Pending homes sales, an indicator of future sales volume, continued to
climb. Wage growth and limited inventory are cited as reasons for the increased
sales volume.
NAR’s chief economist, Lawrence Yun, says, “The one major predicament in the
housing market is without a doubt the painfully low levels of housing inventory in
much of the country,” added Yun. “It's leading to home prices outpacing wages,
properties selling a lot quicker than a year ago 2 and the home search for many
prospective buyers being highly competitive and drawn out because of a shortage of
listings at affordable prices.” Low inventories and quicker sales pace was certainly
evident in Oregon this quarter.

LOCAL PERMITTING
In the third quarter of 2016, 5,068 building permits for new private housing units
were issued in total across Oregon. This is 14 percent more permits than were issued
in the prior quarter and nearly 20 percent more than were issued in the third
quarter of 2015.
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3,939 permits for new private housing units were issued in the PortlandVancouver-Hillsboro Metropolitan Statistical Area (MSA) in the third quarter. This
represents an 20 percent increase in permits compared to the second quarter, and an
11 percent increase in year-over-year permitting. The Portland market accounted for
78 percent of the new statewide permits this quarter. Permitting across the rest of
the state was mixed.
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Bend MSA permitting grew at the highest rate, expanding nearly 22 percent
compared to last quarter. Year-over-year increases remained high this quarter as
they were last quarter, with a 57 percent increase compared to the the same quarter
last year.

The Eugene-Springfield MSA’s third quarter permitting declined 41 percent this
quarter; a contrast to the jump experienced last quarter. The decline in the Eugene
market was the sharpest in the state. Permitting for new private housing units
totaled 236. While lower than last quarter, this still represents a 70 percent increase
over the same quarter a year ago.
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Like Eugene, new permits in Medford MSA declined this quarter by nearly
28 percent. Also like Eugene, even this slow down compared to last quarter
represents a nearly 19 percent increase compared to the same quarter last year.
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LOCAL TRANSACTIONS
PORTLAND
The third quarter was nearly identical to last quarter for existing home sales in the
Portland market: over 8,100 transactions with a median sale price of $350,000. This
number of transactions is 10 percent fewer than the same quarter last year,
however. But the median sales price for existing homes again increased nearly
13 percent compared to the same quarter last year.
The average days on market for existing homes edged down by 1 day, to 25 days
from 26 days last quarter. This represents 24 percent fewer average days on market
compared to the same quarter last year. Final sales prices in the third quarter
continued to be above list price, but fell from 101.46 percent last quarter to
100.7 percent this quarter.
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In the sale of new homes, the number of transactions saw a 12 percent decline
compared to last quarter but slight 1 percent increase compared to the same quarter
last year. New home median sales price saw a slight increase compared to sales
price for existing homes. Last quarter, the median sales price for new homes was
$469,093 compared to $479,900 this quarter – an increase of only 2 percent.
Compared to the same quarter last year, however, new home prices have increased
$88,580 or over 22 percent.
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VANCOUVER AND CLARK COUNTY
Like Portland, Vancouver and Clark County both also experienced a similar level of
transactions in home sales this quarter compared to last quarter. Vancouver
experienced only a 3.6 percent increase in transactions of existing homes compared
to last quarter. While Portland experienced a decline in year over year transactions,
Vancouver’s transactions increased 3 percent compared to the same quarter last
year. Clark County transactions were only 2 percent higher compared to last quarter
and 2 percent higher compared to a year ago.
Average days on market continued to decline for both Vancouver and Clark
County, a reflection of late summer sales activity but also a substantial reduction
compared to the same quarter last year. The average days on market for Vancouver
declined nearly 9 percent compared to last quarter and 22 percent compared to the
same quarter last year. Clark County saw a 11 percent decline in average days on
market compared to last quarter and a 31 percent decline compared to the same
quarter a year ago.
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CENTRAL OREGON
Transactions in Central Oregon saw modestly expanded activity compared to the
statewide continuation of trends from the previous quarter. Bend saw an 8 percent
increase compared to last quarter, but unlike Portland’s year over year decline, Bend
saw a 3 percent increase compared to the same quarter last year. Redmond
experienced a 13 percent increase in transactions compared to last quarter but was
nearly identical to the same quarter last year.
Median home prices in Central Oregon continued the steady, year-over-year
increases. Bend experienced nearly a 2 percent increase in median sales price
compared to last quarter, and nearly a 10 percent increase compared to the same
quarter last year. Redmond saw a 2.7 percent uptick in home prices compared to last
quarter, which represents a nearly 13 percent increase compared to the same
quarter last year.
Average days on market continued to fall slightly this quarter, but also fell
compared to last year. Bend’s average days on market dropped 6 days from 118 last
quarter to 112 this quarter, a 5 percent decline. Compared to the same quarter last
year, this represents a 2.6 percent decline. Redmond saw only a 1 percent reduction
in average days on market compared to last quarter, but this represents over a
6 percent decline compared to last year.
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WILLAMETTE VALLEY
The slight uptick in median sale prices seen in the Portland, Vancouver and Bend
metro areas this quarter was also evident in counties across the Willamette Valley.
Marion County and Salem saw a decline in price compared to the last quarter. Data
for the Willamette Valley counties including Salem is provided by Willamette Valley
MLS.
•

Benton County: $320,000 median price, a 1.5 percent increase from the prior
quarter and a 16 percent increase year-over-year

•

Lane County (excluding Eugene): $239,950 median price, a 2 percent increase
from the prior quarter and a 6.6 percent increase year-over-year

•

Marion County (excluding Salem): $231,000 median price, a 3.7 percent
decrease from the prior quarter and a 12.7 percent increase year-over-year

•

Polk County (excluding Salem): $225,000 median price, a 3 percent increase
from the prior quarter and a 10 percent increase year-over-year

•

Linn County: $199,500 median price, a 5 percent increase from the prior
quarter and a 15 percent increase year-over-year
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*Excluding Salem

SALEM
Transaction volume in Salem was consistent with the larger statewide continuation
of last quarter’s trend. Transaction activity was basically flat (declined 0.23 percent)
compared to last quarter, but that volume represents a nearly 11 percent increase
compared to last year.
Median sales price in Salem experienced the only substantial decline seen across
the state. Median home prices last quarter were $257,806, while this quarter prices
reached $235,650 – a decrease of 8.6 percent. But compared to the same quarter last
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year, this price decline still represents a 18 percent increase. The large jump seen
last quarter was perhaps an anomaly.
Average days on market also declined both compared to last quarter and a year
ago. Compared to last quarter, average days on market declined 1 day, or 1 percent,
from 91 to 90. This represents a 9 percent decline from the same quarter last year.
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EUGENE–SPRINGFIELD
Like many other areas of the state this quarter, Eugene-Springfield experienced a
similar sales volume as last quarter combined with continued falling average days
on market. Transaction counts increased a slight 1.6 percent compared to last
quarter, which is flat compared to the same quarter last year.
Sales prices declined very slightly from $245,000 last quarter to $243,000 this
quarter, a decrease of less than 1 percent. The increase compared to the same
quarter last year is 5.6 percent. Average days on market declined a full 10 days this
quarter compared to last, from 39 to 29 days on average. This represents a
25 percent drop compared to last quarter and 49 percent compared to the same
quarter last year.
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SOUTHERN OREGON
Trends in Southern Oregon tracked with trends across the state: largely stable
transaction volumes compared to last quarter. However, compared to last year,
Jackson County saw a 12.7 percent decline in volume while Josephine County saw
3.5 percent decline.
Median home prices increased slightly compared to last quarter and more
substantially compared to the same quarter last year. And average days on market
remained largely unchanged compared to last quarter, but declined by 7 percent for
both counties compared to the same quarter last year.
Data for southern Oregon is provided in rolling three-month groupings, and the
most recent dataset available for this region covers the June 1 – August 31, 2016
time period.
The following figures display the data for Jackson County.
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MULTIFAMILY MARKET ANALYSIS
MARC STRABIC
Multifamily Student Fellow
Master of Real Estate Development Candidate

As of the date of this publication, our regional economy is reaching full employment
and producing strong wage growth. Additionally, we find ourselves witnessing multifamily construction starts not seen since in recent memory and construction cranes
seem to be on every corner in the central city. These levels of multi-family
construction are starting to have a near-term impact on rent concessions and
vacancy levels, especially so in close-in submarkets. Longer-term impacts are more
opaque, but sustained performance in apartments will need to rely on a continued
increase in single-family pricing, a continuation of strong in-migration, interest
rates, and minimizing the impact of regulatory burdens on development and rent
controls.
What does all this mean for near-term performance in apartments? The probable
answer is more of the immediate trends: increasing concessions and lower rent
growth in the best submarkets, strong rent growth in markets with lower unit
pricing and less pressure from new construction.
Like Portland, national trends continue to show moderation in annual effective
rate of rent growth, a trend that started in Q42015. The AXIOMetrics 3Q2016 report
■ Marc Strabic is a current Master of Real Estate Development candidate through a
joint program of Portland State University’s School of Business Administration and
School of Urban Studies and Planning, as well as a commercial broker with HSM
Pacific Realty. He is the 2016 Multi-Family Student Fellow at PSU’s Center for Real
Estate. Any errors or omissions are the author’s responsibility. Any opinions expressed are those of the author solely and do not represent the opinions of any other
person or entity.
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shows the national percentage at 3.0%, a decrease from 3.7% in 2Q2016. It also
represents almost a 2 percentage-point drop from a year ago, 3Q2016. Historically,
we are still above average performance, with effective rent growth still occurring in
most markets, albeit at slower levels.
Here in Portland, rent growth, rental rate growth and occupancy figures mirror
national trends, albeit at slightly more robust levels. AXIOMetrics’ Top 50 U.S.
Markets for annual effective rent growth for 3Q2016 shows Portland ranked #14 at
1.9% (Quarter). We remain committed to our earlier assessment in 1Q2016 that we
will not see major shifts in the multi-family market this year, but like the national
figures, Portland continues to soften in annualized rent growth for 3Q2016. When
looking at year-to-year changes in the rent growth rate, Portland is cooling quite
rapidly, but it is important to keep in mind historical trends and recent performance
in multi-family markets. As we have stated in previous reports, annualized effective
rent growth rates of 9-13% are quite unsustainable. Yet, Portland will outperform
most markets nationally in 2016 and Portland remains a great market to own multifamily investments.

THE NATIONAL PICTURE IN MULTIFAMILY
Nationally, effective rent growth and occupancy continue to decrease in
3Q2016. As with the previous quarters, rent growth and occupancy rates remain
above their historic national averages, but with four consecutive quarters of decreasing performance, we can accurately determine that a reversion to the mean is occurring in most markets nationally.
With national employment and wage growth indicators remaining on an upward
trend, it is likely that compression in rent growth and occupancy levels are really
the result of large-scale apartment construction, as well as a return to vibrant levels
of single-family construction in many major markets. The record rent growth percentages of 2014 and 2015 were not sustainable in the long-term, and it remains to
be seen how the current economic trends will offset an influx of new supply, a record
year of new units not seen since the early 1980’s.
In many markets, concessions are on the rise and supply is closer to meeting demand, if not already surpassing it. All of this points to continued softening in vacancy levels and rent growth for most national markets. Having stated this, we are still
seeing long-term trends that benefit apartment investors beyond the absorption
pressures of late 2016 and likely all of 2017: Millennials remaining in apartments
longer than previous generations, the continuing trend of Baby Boomers selling single family homes for smaller, more manageable apartments and the cost of singlefamily housing remaining high, especially in coastal markets. AXIOmetrics notes
that rent growth has slowed to 3.0%. Down from 3.7% the previous quarter and
down 1.8% year-over-year from 3Q2015. Concessions are up in most markets as detailed by the chart below.
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As we have detailed in previous reports, annual performance in rent growth
tends to soften at year’s end, as the holidays and weather reduce the likelihood of a
move, but even with the annualized softening in the later months of the year, we can
see by the charts below and above, this trend of year-end softening is not the only
cause for lowering effective rent growth rates. In fact, rent growth rates have fallen
for four consecutive quarters nationally.

And a big part of falling effective rent growth and occupancy rates is due to
construction starts. 2016 is now officially considered to be a peak year in multifamily construction with a level of starts not seen since the 1980’s. U.S. HUD
statistics predict 337,000 new units delivered in 2016 and another 272,000 in 2017.
It is important to note that 2015 saw 267,000 deliveries and 2016 will represent the
fourth consecutive year of over 200,000 units per year. We do anticipate some
softening in many markets as more supply comes on line, likely through 2017, but
we remain above our historical trends in rent growth, even with truly aggressive
construction starts.
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Occupancy rates provide an effective way to evaluate the overall health of the
market. According to AXIOMetrics, the national average in occupancy rates for
2Q2016 was 95.2%. The national rate for 3Q2016 is 95.1%, essentially unchanged.
While this points to stability, it represents a year-over-year decrease from 2015, as
well as 2014. The changes in occupancy are greater in some of the hotter apartment
markets, possibly from historical levels of new starts as a response to equally
historic increases in demand and rental rate growth. As one can tell from the chart
below, the normalized annual trends in occupancy almost always decreases through
the winter months. The year-over-year totals, ending 3Q2016, for the past 3 years
are as follows:
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Regarding national economic trends, the overall the numbers continue to
improve ever so slightly on a quarterly basis: U.S. Bureau of Labor Statistics,
seasonally adjusted unemployment through October of 2016 is 5.0%, up from 4.9% in
June. Do note that unemployment is up .2 percentage points from May. The U.S.
economy added 156,000 jobs in September, below the average about 222,000 jobs per
month for the proceeding 12 month cycle. The charts below are used courtesy of the
US Bureau of Labor Statistics.

In summary, national apartment effective rent growth average is now slightly
lower than 3%. The national average for rents increased to $1289, representing a
slight increase from2Q2016 which averaged $1,277, but concessions are rising, rent
growth continues to slow and occupancy is started to decrease in markets where
construction starts are the highest. The takeaway for 3Q2016 is: softening is
occurring in apartment fundamentals nationally and will likely continue into 2017,
but do not mistake the downturn in growth rates to indicate that a major shift in
market fundamentals is underway. Many markets are still well above their
historical averages and the national totals themselves remain above historical
averages. Once the new construction is absorbed throughout 2017, expect a return to
healthy rent growth, so long as wage and job growth continue as anticipated.

PORTLAND APARTMENT MARKET OVERVIEW
In the third quarter of 2016, the multifamily market in the Portland-VancouverHillsboro Metropolitan Statistical Area (MSA) is showing that new construction is
starting to meet demand, and this does not take into account what is in the construction pipeline. Multifamily NW’s bi-annual report shows 3,000 units delivered in
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the MSA over the last six months. Incredibly, there is another 10,000 units under
construction now. The report also states another 28,000 units proposed, but with
concessions and vacancy increasing due the increased supply, it seems unlikely that
a majority of these proposed units actually get constructed in the near-term. We are
still anticipating job and wage growth rates above the national average, and inmigration continues at a healthy clip, but with so many units coming on line, possibly the only check on the inevitable deceases in demand this level of new supply will
generate is Portland’s high cost of single-family housing.
The cost of the MSA’s single family housing is again reaching peak/pre-recession
values; apartment investors are going to see strong demand for multi-family housing
continue with the costs of single-family units remaining high. According to CaseShiller, Portland has experienced 11 straight months of single-family housing price
increases and currently leads the country in overall price growth (effective rates).
Portland’s single-family housing values is up 11.7% year-over-year and so long as
these trends continue, it will remain difficult for first-time buyers to enter into the
market, or existing owners to upgrade. With the high levels of supply coming on line,
investors should keep a close eye on the regional economy and interest rates that
could alter housing prices, but for now, we anticipate moderate rent growth, slightly
increasing concessions and vacancy rates to remain stable through the balance of
2016 and likely well into 2017. Below is a chart from AXIOmetrics on recent deliveries and rents:
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Multifamily NW is reporting a MSA vacancy rate of 3.71%. Of the twenty
submarkets they track, only five recorded vacancy that decreased from the previous
spring report; fifteen recorded increased vacancy. The submarkets that experienced
decreases are either in markets considered more affordable than central city
submarkets, and/or are experiencing less new construction than central city
submarkets. The CBD now a vacancy rate of 4.6%, one of the highest of the
submarkets in the MSA, NW Portland has the highest with 5.4%. Clearly, new
construction is having an effect on demand. Courtesy of Multifamily NW:

AXIOMetrics measured the Portland-Vancouver-Hillsboro MSA’s annual effective rent growth for this quarter 2015 at 6.1% (YTD). As of 3Q2016 effective rent
growth (YTD) stands at 6.7%. But look closer at close-in submarkets where the majority of new construction is occurring and you get a much different picture. Close-In
Northwest records .4% annualize rent growth; Close-In Northeast stands at 2.1%.
Colliers International is reporting annualized effective rent of 7.5% (Year) and Multifamily NW is showing a 10.5% rate (Year). Variables in these reports can be attributed to different measuring sources, but all three reports show the same trend:
our MSA growth rates are being carried by lower-cost, lower-new construction outlying submarkets. These submarkets are experiencing strong rent growth as renters
increasingly are looking at outlying areas to reduce housing costs. In all higher-cost,
high-construction submarkets, rent growth has slowed dramatically.
This data of course puts Portland’s outside of the Top 10 markets for annualized
effective rent growth; Portland is now ranked #18 nationally (Year); three spots lower on the Top 25 list than our last quarterly’s publication. As with national data, this
change is reflected in new supply, not decreasing demand.
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EFFECTIVE RENTS
Below are representations of average rents per square foot and average vacancy
rates for the Portland MSA submarkets, as compiled by Multifamily NW in its most
recently published survey. Both charts are from their Bi-Annual Report/Fall 2016.
Submarket Fall 2016:

ECONOMIC SUMMARY
Oregon’s economy: Oregon’s Employment Department shows a current unemployment rate of 5.1%; 5.2% for the Portland MSA. Both numbers represent slight
increases from our previous report. A recent economic forecast by Oregon State
economists sees strong job growth through the end of 2017 and attributes these
slight increases are due to layoffs at Intel, anxiety over the impact of Measure 97 if
passed and strong wage increases that have led to a tighter employment market
overall.
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On the news of wage increases locally, the U.S. Census shows an Oregon median
household income level of $61,000, or 8% above the national benchmark. At the
same time, per capita personal income is 9% below the national average, indicating
that income growth has not been evenly distributed across income levels.
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TRANSACTIONS
Listed below is a table of significant mutifamily transactions, courtesy of Colliers
International, that have occurred in the Portland MSA/3Q2016:

Measuring these sales, we show an average unit price of $173,746 and price/SF
of $183.27. The total value of these transactions exceeds $391 million; the total
number of units equals 2,121.
Sperry Van Ness/Bluestone & Hockley’s year-to-date totals of sales transactions
(all product types sales over 450K) multi-family sales equating to $1,458,498,795 in
sales volume, this represents an 18.2% decrease in overall sales volume through this
point in 2015. Their report shows an average price/SF of $159.17, and year-over-year
increase of 7.6%. They show an average cap rate of 5.59%, representing a
compression of 4.9% from this point in 2015.
ABR Winkler reports for 3Q2016 a decrease in the average price per square foot
of $120.18, an increase in the median cap rate of 5.61%, and an increase in average
per unit sales price of $102,683. According to his research, overall sales volume
continues to fall:
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PERMITS & CONSTRUCTION
The following information pertains to building permit issuances for the Third
Quarter of 2016/year-to-date totals for projects with five or more private housing
units only, as tracked by the U.S. Census Bureau. Year-to-date totals show that the
Portland-Vancouver-Hillsboro, OR-WA MSA issued 172 building permits for
structures of five units or more, equaling to 4,984 units. 3Q2016 & year-to-date
permit totals (including Clark Co.) for the five areas surveyed are as follows:
Barry Report, Fall 2016:
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The following totals and samples are courtesy of the Fall 2016 Barry Apartment
Construction Report.
Total Units Proposed and Under Construction

Total Projects Proposed and Under Construction
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Sampling of proposed projects
North Portland
Name
N. Harbor Apts
Interstate Bowling Site
Mississippi

Close-in Eastside
Name

Address

City

N Harbor Way & N. Anchor

Portland

Units Complete
264

proposed 3-5 story podium

6049 Interstate

Portland

180

proposed 4-story mixed use

3403 N Mississippi

Portland

175

proposed Mixed use development

Address

City

Oregon Square

800 NE Oregon

Portland

Units Complete
1,030

proposed 4 high rise towers

Lloyd Movie Apts

1510 NE Multnomah

Portland

980

proposed multiple buildings

Burnside Bridgehead

139 SE MLK

Portland

343

proposed 12 story construction

NE 20th Apts

518 NE 20th

Portland

230

proposed 5-6 story construction

Close-in Westside
Name
PSU Apts
Conway Apts
BRIDGE Housing
Glisan Tower

Suburban Westside
Name

Address

City

325 SW Harrison

Portland

Units Complete
424

proposed 15 stories with grocer

Notes

Notes

Notes

1621 NW 21st

Portland

370

proposed Mixed use development

2095 SW River Pkwy

Portland

365

proposed 5 story construction

1430 NW Glisan

Portland

273

proposed 14-story development

Address

City

Barnes & Cedar Hills

Portland

600

proposed mid-rise construction

Johnson Creek, 2 sites

Barnes & Cedar Hills

Portland

1025

proposed mid-rise construction

Sunset Hills

6400 SW Canyon Rd/

Portland

267

proposed garden style construction

22180 NW Burch

Hillsboro

252

proposed 54 acre site

Holly Site

Orenco Woods

Suburban Eastside
Name
Wood Village Apts
Gateway Apts

Suburban South
Name

Units Complete

Units Complete

Notes

Address

City

NE 223rd & Glisan

Wood Village

168

proposed

887 NE 102nd

Portland

160

proposed Mixed use development

Address

City

Eagle Landing

10220 SE Causey

Happy Valley

400

proposed Planned residential development

Beavercreek Apts

19896 Beavercreek

Oregon City

180

proposed Live work units included

Clark County
Name

Units Complete

Notes

Address

City

11911 NE 119th

Brush Prairie

332

proposed garden style construction

Waterfront

1000 Columbia St

Vancouver

150

proposed

192nd Apts

192nd & 20th

Vancouver

292

proposed four buildings

Brush Prairie Apts

Units Complete

Notes

Notes

66

OFFICE MARKET ANALYSIS
MELISSA BEH
Portland State University

The US and Oregon economies remained steady during the third quarter of 2016 despite global uncertainties such as Brexit (the effects of which are still mostly unknown), but with the results of the US presidential election looming over the fourth
quarter domestic uncertainties are abound. With that said both the US and Oregon
unemployment rates stayed low in Q3 at 4.9 percent and 5.4 percent respectively.
Portland’s office market was strong in Q3 holding the interest of institutional and
out-of-state investors. Most office vacancy rates decreased while rental rates rose,
and the unemployment rate in Portland is also down to 5.3 percent.
Portland Metro’s healthy third quarter economy and job market keeps office development growing and active.
² JLL emphasized Portland’s employment gains were highest in educational
and health services and government sectors while the Oregon overall employment rate grew at a rate of 2.4 percent. More talent is needed in the tech
sector and the signs of being unable to maintain such high levels of growth
are starting to show in the year-over-year data.
² Colliers focused on Q3’s strong fundamentals which helped support the development of key submarkets. CBD and Westside rental rates were higher
than last quarter even with landlords offering few concessions. The office development pipeline is strong compared to the last decade, but has slowed
slightly compared to early 2016.
n Melissa Beh is a Master of Real Estate Development candidate and has been
awarded the Center for Real Estate Fellowship. Any errors or omissions are the author’s responsibility. Any opinions are those of the author solely and do not represent the opinions of any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no.4. Fall 2016
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² CBRE highlighted Portland’s “healthy development pipeline” and notes that
a balance may soon be struck between supply and demand, particularly with
the nine new projects that are expected to be added to the pipeline. Portland’s
suburban market had its eighth consecutive quarter with positive net absorption, proving the strength of the entire Portland market.
Table 1: Total Vacancy Rates by Brokerage and Class, Third Quarter 2016

8.9%

CBD
Class A
8.8%

CBD
Class B
8.0%

CBD
Class C
7.6%

8.3%

9.8%

10.2%

10.1%

7.7%

--

9.0%

8.1%

8.9%

7.4%

7.4%

9.7%

Brokerage

Total

CBD

CBRE

10.0%

Colliers
JLL

Suburban
11.4%

Source: JLL; CBRE; Colliers International

VACANCY
CBRE’s data shows vacancy rates in Portland and the suburbs holding below ten
percent, though many rates rose from Q2 numbers. Downtown vacancy rose to 8.9
percent from 8.2 percent. The Lloyd district rose to 4.7 percent from a 2.9 percent
vacancy rate in Q2. The suburban market vacancy rate stayed below 12 percent and
landed at 11.4 percent. JLL reported total vacancy at 9.7, a slightly higher rate than
the 8.8 percent reported in the second quarter.
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Table 2: Portland Vacancy Rate by Market area and Submarket, Third
Quarter 2016
Q3

Change from
Q2

Portland CBD

8.2%

-0.3%

Lloyd District

3.8%

-1.4%

Portland Central City

7.7%

-0.1%

Clackamas / Milwaukie Totals

7.6%

-0.9%

Airport Way/Columbia Corridor

15.9%

-8.8%

Close In Eastside

4.2%

-0.7%

Outer Eastside

10.1%

-0.6%

Portland Eastside Suburbs

8.7%

-1.8%

217 Corridor / Beaverton

12.1%

1.4%

I-5 South Corridor

12.5%

1.3%

Kruse Way

9.6%

1.2%

Northwest

3.6%

0.2%

Sunset Corridor

9.0%

1.5%

SW Close In

6.6%

0.5%

Portland Westside

9.7%

1.2%

Cascade Park/Camas

5.2%

0.8%

CBD/West Vancouver

8.2%

1.1%

Hazel Dell / Salmon Creek

6.2%

0.7%

Orchards/Outer Clark

11.1%

0.0%

St. John's Central Vancouver

23.9%

1.0%

Vancouver Mall

4.2%

-0.3%

Vancouver Suburbs

8.1%

0.7%

Portland Metro

8.6%

0.2%

Location

Source: JLL
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RENTAL RATES
Table 3: Average Quoted Rates ($/SF FSG) by Brokerage and Class, Third
Quarter 2016

$22.04

CBD
Class
A
$30.91

CBD
Class
B
$27.18

CBD
Class
C
$24.44

$28.89

--

$32.74

$27.74

$23.54

$30.22

$23.14

$32.05

$29.55

$25.76

Brokerage

Average

CBD

CBRE

$25.27

$28.35

Colliers

$23.89

JLL

$26.00

Suburban

Source: CBRE, Colliers International, JLL

CBRE reported an overall rise in rental rates (5% increase year-over-year), and while
Colliers International reported a decrease in some markets they still account for a yearover-year increase. JLL reported the highest rates both overall ($26.00) and in the CBD
($30.22), a full dollar more than CBRE or Colliers International. Rates, from all sources,
are expected to keep trending up, though perhaps more slowly than in the beginning of
the year.

OFFICE MARKET ANALYSIS

BEH

71

Table 4: Portland Average Direct Asking Rent ($/p.s.f.) Ranked by Market
Area and Submarket, Third Quarter 2016
Location

Q3

Change from
Q2

Portland CBD

$30.22

($0.6)

Lloyd District

$28.75

$2.8

Portland Central City

$30.11

$0.15

Clackamas / Milwaukie Totals

$20.55

($0.8)

Airport Way/Columbia Corridor

$19.89

$0.11

Close In Eastside

$25.55

$0.11

Outer Eastside

$18.00

$1.83

Portland Eastside Suburbs

$21.73

$0.14

217 Corridor / Beaverton

$22.33

$1.08

I-5 South Corridor

$23.61

$1.35

Kruse Way

$29.64

$0.7

Northwest

$33.05

($0.93)

Sunset Corridor

$22.70

$2.1

SW Close In

$20.20

$0.91

Portland Westside

$23.56

$0.95

Cascade Park/Camas

$20.26

$0.49

CBD/West Vancouver

$22.89

$2.26

Hazel Dell / Salmon Creek

$22.63

$1.17

Orchards/Outer Clark

$19.00

($0.74)

St. John's Central Vancouver

$19.07

($0.82)

Vancouver Mall

$16.85

($1.41)

Vancouver Suburbs

$20.41

$0.42

Portland Metro

$26.00

$0.88

Source: JLL
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ABSORPTION AND LEASING
Table 5: Net Absorption (square feet) by Brokerage and Area, Third Quarter 2016
Brokerage
CBRE
Colliers
JLL

Overall
176,177
299,260
232,341

CBD
158,406
43,878
28,924

Suburban
58,074
-------

Source: JLL; CBRE; Colliers International

CBRE reported positive net absorption in all Portland Metro markets, as did Colliers
International. And both agencies forecast this trend continuing into Q4. Both instate and out-of-state companies are still attracted to the Portland area, wanting to
move and/or expand their companies in the area, but this trend could be effected by
the results of Measure 97.
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Table 6: Notable Lease Transactions, Third Quarter 2016
Tenant

Building/Address

Virginia Garcia Memorial Health Ctr.

3305 NW Aloclek Dr.

Shari’s Management
Corp.

AmberGlen Corporate
Ctr.
Jantzen Office Building
Nimbus Corporate
Ctr.

Shelter Products. Inc.

4560 SE Intl. Way

Kaiser Permanente
Perry Ellis International

World Pulse Voices
Merrill Lynch
Waggener Edstrom

Jantzen Office Building
Jantzen Office Building
M Financial Plaza

Source: Colliers International; CBRE

Market
Sunset Corridor /
Hillsboro
Sunset Corridor /
Hillsboro
Lloyd
217 Corridor /
Beaverton
Clackamas /
Milwaukie

Square Feet
40,294
20,988
18,760
17,875
14,371

Lloyd

8,522

Lloyd

35,200

Pearl District

16,394
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SALES TRANSACTIONS
Colliers International noted one of the largest transactions in Q3, Fremont
Place I & II at a price point of $31,500,000. Most major transactions, according to
CBRE and Colliers International, occurred in two markets, the CBD and the Sunset
Corridor.
Table 7: Notable Sales Transactions, Third Quarter 2016
Building Address
Fremont Place I &
II
Board of Trade
Building
Beaverton Creek
BP Phase III
Beaverton Creek
Office Bldg +Land
Modish Building
Twin Oaks Executive Center
NW Center for Orthopedics
25th & Lovejoy
Medical Bldg

Submarket

Price

Price/SF

SF

CBD

$31,500,000

$259.26

121,499

CBD

$18,000,000

$204.14

88,174

$9,500,000

$138.12

68,780

$8,430,000

$162.63

51,835

$2,950,000

$122.92

23,999

$2,560,000

$179.72

14,244

CBD

$16,500,000

$497

33,290

CBD

$10,000,000

$250

40,000

Sunset
Corr./Hillsboro
Sunset
Corr./Hillsboro
CBD
Sunset
Corr./Hillsboro

Source: CBRE; Colliers International
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DELIVERIES AND CONSTRUCTION
CBRE’s data shows that 652, 754 SF of office space has been delivered in 2016 and
Colliers International reports 1.4 million SF of office space is currently under construction. Three notable projects started during Q3 are Leland James Center, FairHaired Dumbbell, and Field Office. Together these projects total 523,565 SF of the
1.4 million SF being developed in the Portland area. CBRE reports that Ninth &
Northrup and Broadway Tower were also started in Q3 and are expected to be delivered in the next 18 to 24 months. Much of the office space being built is Class A
space, a fact that is helping Portland stay competitive with high-end tenants, particularly in the tech sector.
Data on all fronts also show that office space supply and demand are starting to
catch up with each other. Absorption rates are still on the rise, but they are slowing,
as are rental rates, vacancy rates, and the like. Developers may need to start focusing on Portland submarkets if current demands start to flatten. Portland is becoming a more and more expensive city, something that is pushing some, if not many,
local and small business out of the city and into the surrounding areas – a fact that
will need developer’s attention sooner rather than later.
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Table 8: Portland Office Market Construction and Deliveries by Submarket,
Third Quarter 2016
Deliveries
(YTD)

Under Construction

% of Total
Construction

Portland CBD

605,983

584,329

36%

Lloyd District

28,563

81,594

5%

Portland Central City

634,546

664,923

41%

Clackamas / Milwaukie Totals
Airport Way/Columbia Corridor
Close In Eastside

16,720

0

--

0

0

--

82,800

352,924

21%

0

0

--

99,520

352,924

21%

217 Corridor / Beaverton

0

0

--

I-5 South Corridor

0

0

--

Kruse Way

0

0

--

Northwest

29,933

476,454

30%

Sunset Corridor

0

0

--

SW Close In

0

110,120

7%

Portland Westside

29,933

586,574

37%

Cascade Park/Camas

206,000

0

--

CBD/West Vancouver

0

0

--

Hazel Dell / Salmon Creek

0

0

--

Orchards/Outer Clark

0

0

--

St. John's Central Vancouver

0

0

--

Vancouver Mall

0

0

--

Vancouver Suburbs

206,000

0

--

Portland Metro

571,605

1,605,421

100%

Location

Outer Eastside
Portland Eastside Suburbs

Source: JLL

INDUSTRIAL MARKET ANALYSIS
ANDREW CRAMPTON
Portland State University

Industrial development activity continued in the Portland MSA at a strong pace,
reflecting strong employment growth coupled with limited supply. As a result, net
absorption remained strong, even while facing rising rents, with a quarterly 2.2%
increase and a 15.3% annual increase in rents, according to Colliers. Forty-six
Portland-area industrial buildings changed hands during the third quarter at an
average cap rate of 5.7%. Large developable parcels tend to be delivered at the fringe
of the urban growth boundary, such as the Vista Logistics Park, with smaller
projects delivered in closer-in areas. The number of projects under construction
between 35,000 and 95,000 square feet increased to nine with four new development
beginning in the third quarter alone.

VACANCY AND RENTS
Continually tightening vacancy indicates firm market fundamentals in the Portland
market. CBRE reports that overall vacancy fell to 3.4%, 95 basis points lower than
this time last year. This lowering vacancy rate is fueled by limited supply and strong
Oregon employment growth. The Guilds Lake and Airport Way submarkets
experienced the lowest vacancy rate at 2.0%.
■ Andrew Crampton is a Master of Real Estate Development candidate and has
been awarded the Center for Real Estate Fellowship. Any errors or omissions are the
author’s responsibility. Any opinions expressed are those of the author solely and do
not represent the opinions of any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4. Fall 2016
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Table 1: Portland Metro Industrial Quarterly Report Survey Q2 2016

Portland Metro Survey Q3 2016

Vacancy
Total Vacancy
- Flex
- Weighted Average
Rents *
Industrial Market
- Flex
- Weighted Average

Colliers

JLL

CBRE

Kidder
Mathews

4.30%
7.40%
4.58%

3.40%
7.90%
3.82%

3.40%
3.40%

3.60%
3.60%

3.68%
7.65%
3.85%

$0.54
$1.01
$0.58

$0.58
$0.98
$0.62

$0.42
N/A
$0.38

$0.55
N/A
$0.55

$0.52
$1.00
$0.53

* Asking rents; Industrial = shell space; Flex = shell and office space
Portland’s northern submarkets showed the greatest improvement in vacancy
this quarter. The Northwest experienced a 54 bps improvement quarter-overquarter while Vancouver dropped 52 bps.
Figure 1: Portland Metro Distribution/Warehouse Vacancy Rate, 2007–2016 Q3

10%
9%
8%
7%
6%
5%
4%
3%
2005 2006 2007 2008 2009 2010 2011 2012 20132014 2015 2015 2015 2015 2016 2016 2016
Q1 Q2 Q3 Q4 Q1 Q2 Q3

Sources: Average of Quarterly Reports from CBRE, JLL, Colliers, Kidder Matthews
Net absorption remained strong in Q3, even in the face of rising rental rates.
Colliers reports average quotes shell rates reached $0.54 by the quarter’s end, up

Average Q3 2016
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15% YOY. Proximity remains the key drive for asking rates, with close-in eastside
average total asking rent at $1.11 at quarter’s end.

Figure 2: Portland Metro Distribution/Warehouse Asking Rents, 2007–2016 Q3
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Sources: Average of Quarterly Reports from CBRE, JLL, Colliers, Kidder Matthews

ABSORPTION AND DELIVERIES
Two large leasing transactions in the Southeast submarket were Premier RV
Storage, consisting of 196,017 square feet, and the completed Clackamas
Distribution Center #4, including a 190,600 square feet lease of Bunzl. Portland’s
Sunset Corridor experienced its first quarter of positive net absorption since Q4
2015 due to strong leasing in AmberGlen and Tanasbourne Business Parks. Colliers
reports that the industrial development pipeline delivered 691,000 square feet of
new space market wide in Quarter 3, and 66% was pre-leased prior to delivery.
Although net absorption experienced a small drop, the market remains well ahead of
its 10-year annual average of 2,037,645 square feet.
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Table 1 Portland Metro Industrial Net Absorption Last 4 Quarters

JLL Deliveries and Absorptions

Q4 2015
Q1 2016
Q2 2016
Q3 2016
Total Last 4 Quarters

Distribution/Warehouse Flex
Total
3,145,778
1,908,179
1,237,599
573,104
5,696
578,800
671,376
97,354
768,730
427,411
174,317
601,728
3,580,070
1,514,966
5,095,036

Source: JLL

Figure 3: Portland Metro Industrial Net Absorption & Deliveries, 2005–2016
YTD (Excluding Intel)
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INVESTMENT ACTIVITY
Large institutional users and land constraints has limited the opportunity for large
tenants. Of the 3.5-million square feet under construction, only one project, Specht’s
Vista Logistics in Gresham, has available space over 150,000 square feet. CBRE
reports that the overall industrial sales price per square increased 2.4% in the third
quarter, from $89.90 to $92,06. The 530,000 square foot Wilsonville Business Center
sold to LBA Realty for $100 per square foot and the 508,000 square feet Wilsonville
Logistics Center, sold to Lexington Realty Trust for $82/sq.ft.

Table 4: Notable Portland Metro Industrial Lease Transactions Q2 2016

Notable Leases
Q3 2016
Tenant

Building

Submarket

Premier RV Storage
Bunzl

3901 SE Naef Road
Clackamas Distribution Center

CTDL
Wymore Transfer

22638 NE Townsend Way
Chigwin Distribution Center

Milwaukie, OR
Clackamas
East Columbia
Corridor
Clackmas, OR

Size
(s.f.)

Type

205,303
190,600

New
New

210,000
113,820

New
Expansion

Sources: CBRE and Colliers

LOOKING AHEAD
Portland’s location as a prime west-coast distribution hub will play a key role in an
increasingly e-commerce fueled market. JLL states that 64.7 percent of current
industrial demand is comprised of logistics and distribution tenants. So far this year,
UPS, Bunzl, Logistics Insights Corp, OnTrac and Wymore Transfer have all signed
leases in excess of 100,000 square feet.
Even with all of the new supply set to come to market in the next two years, demand
has been well above what is set to deliver, a sign that Portland industrial vacancy
should remain at records lows with rents continuing to increase. n
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Looking at a 12-month forecast all signs point towards a growing economy; the
national GDP, consumer spending, and retail sales have been on the rise during
2016 and Q3 was no exception. GDP growth is up by 0.4%, from 2.0% in Q2 to 2.4%
in Q3. Retail sales growth grew from 2.0% in Q2 to 2.9% and even though consumer
spending slightly decreased from 3.1% in Q2 to 2.8% in Q3, overall annual consumer
growth is up.
The retail market has been undergoing some major changes in recent years “the
likes of which we have not seen since the beginning of the rise of the suburbs
starting in the late 1950s” according to Cushman & Wakefield. eCommerce has been
a significant, if not the most significant, force in the changing of tides that is
currently taking place in the retail marketplace. Amazon in particular has been one
of the biggest game changers across the board and is now forecasted to become the
largest retailer of apparel goods in the United States in 2017. Despite this, as well as
an increase in retail closures, overall shopping center vacancy has consistently been
trending down and was 7.4% nationally at the end of the third quarter.
One of the strongest retail markets in the U.S. is the restaurant industry.
Cushman & Wakefield note that “roughly half of all the retail unit growth […] in the
post-recession era (since 2010) has come from restaurants.” This is a staggering
growth rate considering restaurants made up about one-third of the total annual
retail unit growth before 2010. But with restaurant closures trending up it is
estimated that this portion of the market could see some problems in 2017. Grocery
n Melissa Beh is a Master of Real Estate Development candidate and has been
awarded the Center for Real Estate Fellowship. Any errors or omissions are the
author’s responsibility. Any opinions are those of the author solely and do not
represent the opinions of any other person or entity.
Center for Real Estate Quarterly Report, vol. 10, no. 4, Fall 2016
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stores are also being forced to reinvent themselves and many are reverting to early
20th century type models – smaller niche concepts with reduced footprints.
Third quarter number are expected to bleed into the fourth quarter, which is
anticipated to have positive occupancy growth. The holiday shopping season is
projected to be stronger than in 2015, and vacancy rates are predicted to remain flat,
but the outcome of the US presidential election could rock the markets.
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VACANCY
Costar reported that Portland vacancy rates continued to show a steady decline, an
overall market trend seen during the last four quarters, with the direct vacancy rate
ending at 4.1 percent in the third quarter. (Compared to 4.2 in the second quarter
and the national rate of 7.4 percent.)
Figure 1: Portland Retail Market Net Rentable Area (square feet in
millions) and Vacancy (%) by Quarter, 2013-2016
120

8.0%

118

7.0%

116
6.0%

114
112

5.0%

110
4.0%

108
106

3.0%
2013

2014

Source: Kidder Mathews and CoStar

2015

2016

RETAIL MARKET ANALYSIS

BEH

85

Costar data showed an overall vacancy rate of 4.1 percent with all submarkets at the
five percent level or below, with the exception of Clark County. The Northwest is
notable with the lowest rate of 2.6 percent, a rate that has persisted for the last two
quarters.
Table 1: Portland Retail Market Vacancy by Submarket, Third Quarter
2016

Submarket
CBD
Clark County
I-5 Corridor
Lloyd District
Northeast
Northwest
Southeast
Southwest
Westside
Total

Vacancy
(%)
4.1%
5.5%
4.6%
4.4%
3.5%
2.6%
3.9%
3.7%
3.2%
4.1%

Source: Kidder Mathews
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ABSORPTION AND LEASING
Costar reports a positive net absorption of 159,025 square feet in the third quarter.
Tenants who moved out of large building spaces include Macy’s Furniture Gallery,
Sports Authority, and Haggen Food and Pharmacy. Tenants who moved into large
building spaces include Winco, Albertsons, and Edge Family Fitness.
Figure 2: Net Absorption Rate (square feet) and Vacancy (%) by Quarter,
2013-2016
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Table 2: Portland Retail Market Absorption by Submarket, Third Quarter
2016

Submarket
CBD
Clark County
I-5 Corridor
Lloyd District
Northeast
Northwest
Southeast
Southwest
Westside
Total
Source: CoStar

Q3
Absorption
5,467
80,687
44,866
4,046
13,026
(3,194)
12,006
(28,540)
18,255
146,619

Absorption as a
% of Total RBA
3.0%
55%
30%
2.7
8.8%
(2.1%)
8.1%
(1.9%)
12.4%
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RENTAL RATES
Costar reports that rents continued to trend up, ending at $18.05 per square foot
NNN per year. This is 0.5 percent increase from the previous quarter and a 4.43
percent increase from the fourth quarter of 2015.
Figure 3: Portland Retail Market Average Quoted Rates ($/SF/Yr/NNN) and
Vacancy (%) by Quarter, 2013-2016
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DELIVERIES AND CONSTRUCTION
CoStar reported a total of four buildings delivered for a total of 30,498 square feet
for the quarter. There are a total of 21 projects under construction, for a total of
588,301 square feet. Some notable deliveries include Sequoia Village – Walmart
(100% occupied) and New Season Market (100% occupied).

Figure 4: Portland Retail Market Deliveries (square feet) and
Vacancy (%), 2013-2016
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Figure 5: Portland Retail Market Construction (square feet) and
Vacancy (%), 2013-2016
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Table 3: Notable Investment Transactions, Third Quarter 2016
Property

City

Sale Price

Donahue Schriber

Beaverton

$101M

Square
Feet
213,809

Killian Pacific

Portland

$19.8M

47,162

$426

Cypress Equities

Portland

$11.5M

142,966

$103

Source: Kidder Mathews

Price/SF
$472
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